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CAPITAL INVESTMENTS AND TRADE 

BALANCES WITHIN THE BRITISH 

EMPIRE 

SUMMARY 

Introductory. Effects of international lending and borrowing on 
imports and exports, 769. — I. British India. The debit and credit 
items, 770. — • Tabular statements, 772. — Foreign capital investments 
and interest charges, 775. — Obvious gain from productive investments, 
779. — II. Canada's heavy borrowings, 780. — Halt in 1914, 783. — 
Exports and imports, 785. — " Invisible " items, 786. — Approximate 
balance sheet, 790. — Imports from United States, 791. 

Evidence abounds that the dictum of Sir Robert 
Giffen that " the ' balance of trade ' and ' the excess of 
imports over exports ' are pitfalls for the amateur and 
unwary " has lost little of its pertinency. Recognizing 
alike the plausibility of the " favorable balance " doc- 
trine and its widespread popular acceptance, the writer 
feels that it may be of interest to attempt an analysis of 
the trade balances of certain countries. 

In this study, restricted to a survey of conditions 
within the British Empire, the endeavor will be made to 
apply deductively to a few individual countries the 
generally accepted propositions relating to the connec- 
tion between capital investments and foreign trade con- 
ditions. In the interest of clearness let us summarize 
these principles. 1 

Generally speaking, those countries of the world 
which have an excess of merchandise imports over 

1 A comprehensive statement on this question is contained in The Trade Balance 
of the United States, by Sir George Paish (in the U. S. National Monetary Commission 
Publications). 
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INVESTMENTS AND TRADE BALANCES 769 

merchandise exports are the capital lending countries, 
whereas those whose exports exceed imports are the 
borrowing countries. This is so, because the lending 
country must secure payment, in the guise of imports, 
not only for its merchandise exports but also for the 
interest upon its capital invested abroad in earlier years. 
Similarly, if we exclude other factors from considera- 
tion, the capital-borrowing country must export more 
goods than it imports in order to offset the merchandise 
imported as well as to meet the interest charges upon 
the capital which it has previously borrowed. True, 
during the early stages of capital investment the lending 
country will normally show an excess of exports. Were 
these capital investments to extend over one year only, 
the excess of merchandise exports of the lending country 
during the period in question would approximately 
measure the amount of the capital loaned abroad. As 
time elapses, however, the total capital invested in other 
countries increases, altho at a diminishing percentage 
rate, while at the same time the annual interest charges 
owed to the creditor nation show a more than corres- 
ponding percentage increase. Eventually the time will 
arrive when the annual payments which the lending 
country receives as interest on its foreign investments 
will exceed the new and additional capital which it may 
lend each year. The same reasoning may be employed 
to show that the borrowing country, during the early 
stages, will normally import a larger amount of mer- 
chandise than will be exported, and that here too the 
passing of time brings in its wake a change in the trade 
balance. Ultimately the annual interest payments of 
the borrowing country on account of capital previously 
obtained will surpass in amount the new capital which 
it borrows in each year. Thus in the end, its merchan- 
dise exports will overtake and then exceed its imports. 
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It is obvious on reflection that any nation may in 
time change from the position of a " net " borrower to 
that of a " net " lender. The United States will serve to 
illustrate the possible transition. As is well known, its 
regular merchandise import excess down to 1873 was 
attributable chiefly to its heavy annual borrowings. 
The annual export balances since that year are largely 
explained as the result of heavy annual payments of 
interest and dividends on earlier borrowings. In recent 
years, however, the United States has shown signs of a 
new possible turn of the balance resulting from her in- 
creasing capital investments in foreign countries. 1 It is 
quite possible that in a not distant future the United 
States may find herself a " net " lender and that her 
merchandise balance will reflect this, both immediately 
and at a later date when the volume of her " net " 
interest and dividend receipts will reach and pass the 
volume of her annual new " net " lendings. 



I. British India 

In applying these principles to the foreign trade con- 
ditions of various countries within the British Empire, 
India, because of her commercial importance, will be 
considered first. The various items which must be 
taken into account in making up India's balance of 
international debits and credits are as follows: — 

1 It is estimated by Professor W. Z. Ripley (N. Y. Journal of Commerce, December 
6, 1911) that during the ten years ending in 1906, approximately $250,000,000 of the 
securities of nine American railroads were returned to this country from Europe. In 
1899 a large part of the 4 per cent bond issues of certain Swiss cities was subscribed 
by two American insurance companies. The diversion of considerable American capital 
into the construction of London tube railways, the flotation of Japanese and Chinese 
loans in this country, and the establishment of American branch banks in South America 
bear witness to this growing tendency of American capital to seek investment abroad. 
In 1911 it was stated in the New York Journal of Commerce that American investments 
in Mexico aggregated about $700,000,000. In the opinion of Sir Edmund Walker, 
unofficially stated, the indebtedness of Canada to the United States amounted in 1914 
to over $500,000,000. 
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1. Merchandise imports and exports. To these the 
position of first importance must naturally be given. 

2. Payments to foreign shipping interests. As is well 
known, India is forced to meet heavy charges on ac- 
count of the transportation of her goods in foreign 
bottoms, since there are practically no India-owned 
steamships. Inasmuch, however, as these charges are 
for the most part included in the declared figures for 
imports, it is to that extent unnecessary to make any 
further allowance for them. After making reasonable 
adjustments between shipping debits against India and 
certain credits in favor of that country on account of 
port and pilotage dues, cost of coal and stores purchased 
in India, wages of the crew spent in India, etc., it is 
probable that the net result is a minor debit against 
India of not less than £33,000, over and above the 
amount for freight actually included in the values 
recorded for imports. 1 

3. Investments of foreign capital in India and the 
payment of interest charges by India. 

4. Other debits against India include various miscel- 
laneous charges for the use of foreign capital or credit, 
by way of commission, premiums of insurance, remit- 
tances to England on private account, as for example on 
behalf of Indians residing in England. 

5. On the other side will occur a corresponding credit 
to India on account of income remittances from Eng- 
land (or elsewhere abroad) to persons resident in India, 
such as British officers in enjoyment of independent 
incomes. 

6. Private remittances of securities. The effect of 
this item is similar to that of number three. 

7. Private imports and exports of the precious metals. 
In striking the balance of accounts these should be 

1 Report for 1913-14 of Controller of Currency for India, p. 55. 
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treated as imports and exports of other commodities on 
private account. 

8. The transactions of the Indian government, 
whether in the form of loans, remittances of interest, 
imports and exports of the precious metals or of other 
commodities. 

In somewhat condensed form the following table 
presents the chief items of the foreign trade (i. e., the 
" visible " exports and imports) of India for a series of 
years. 1 

(Figures denote £ millions) 

1905-06 1907-08 1909-10 1910-11 1911-12 
Imports: 

Private Merchandise ... £68.7 £86.6 £78.0 £86.2 £92.4 
Government Stores 6.0 4.4 3.7 2.9 3.6 

Total £74.7 £91.1 £81.7 £89.1 £96.0 

Exports: 

Private Merchandise 2 ... £107.9 £118.3 £125.3 £139.9 £152.0 

Net Exports of Merchandise 33.1 27.2 43.5 50.8 55.9 

Imports of Treasure 21.1 28.2 25.0 26.5 35.6 

Exports of Treasure 10.3 3.6 4.3 4.8 6.9 

Net Imports of Treasure... 10.8 24.6 20.7 21.7 28.7 
Net Excess of Exports, in- 
cluding merchandise and 

treasure 22.4 2.7 22.8 29.1 27.2 

After taking into consideration all debit and credit 
transactions (the " invisible " exports and imports as 
well as the " visible ") there is customarily a small net 
balance in favor of India. Occasionally, however, an 
adverse balance is confronted. For example, during the 
fiscal year 1907-08 there resulted a net debit against 
India. It was attributed to a famine in India, a credit 
crisis in the United States, and other unfavorable con- 

1 Statement of Moral and Material Progress and Condition of India for 1911-12, 
p. 286. 

3 Including Government Stores: a very small item, in no year exceeding £100,000. 
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ditions. Again during 1913-14 an adverse balance 
appeared. In that year, altho gross merchandise ex- 
ports were slightly larger than ever before, the volume 
of gross merchandise imports was so much larger than 
in any preceding year that the excess of merchandise 
exports was the smallest in five years, as noted in the 
following table. 1 In contrast to the previous tabulation, 
no account here is taken of government stores, railway 
equipment, and the precious metals. 

{Figures denote £ millions) 

1909-10 1910-11 1911-12 1912-13 1913-14 
Gross Exports of Private 

Merchandise £125.3 £139.9 £152.0 £164.1 £165.9 

Gross Imports of Private 

Merchandise (less railway 

plant and rolling stock) . 74.4 83.3 89.7 103.0 115.5 
Net Export of Private Mdse. 50.9 56.6 62.3 61.1 50.4 

In this statement, no provision is made for the large 
quantity of railway material imported into India. In 
the painstaking Report for 1913-14 of the Controller of 
Currency for India, it is stated that the imports into 
India of railway plant and rolling stock during the 
fifteen years from 1899-1900 to 1913-14 inclusive were 
valued at £75 millions. Of this amount, however, 
nearly £60 millions were paid for by capital raised in 
England either by the Government of India or by rail- 
way companies. The balance was met by government 
remittances from India. Obviously it would be mis- 
leading, therefore, as pointed out in that Report, in 
making up India's international account to debit her, 
as is often done, with the imports of railway material 
unless there be entered as corresponding credits (a) the 
net capital raised in Great Britain to purchase the 
material and (b) the export of funds from India in 

1 Report for 1913-14 of the Controller of Currency for India, p. 51. 



774 QUARTERLY JOURNAL OF ECONOMICS 

the form of government remittances to the extent to 
which these are applied to capital outlay. After mak- 
ing the necessary adjustments to meet this fact, after 
making provision for such credit items as foreign loans 
contracted by industrial companies and the so-called 
" port-trusts," and after taking account of such debit 
items as interest charges on foreign loans, private remit- 
tances abroad, the importation of bullion, etc., the Re- 
port presents a net balance sheet for India for a series of 
years. The results may be epitomized as follows: x — 

(Figures denote £ millions) 



Average for the 
10-Year Period 
1899-1900 to 1909 
1908-09 -10 
The net or " unex- 


1910 

-11 


1911 
-12 


1912 
-13 


Total for 5- 

Year Period 

1913 1909-1910 

-14 2 to 1913-14 


plained " balance £0.5 £2.2 


£5.2 


£3.1 


£2.0 


£-6.0 £6.3 



It is admitted that many of the figures in this balance 
sheet, altho based on the most reliable available data, 
are estimates only. The abnormal balance for the year 
1913-14 was due probably to certain unusual circum- 
stances. Owing to the large accumulations in China of 
opium exported by Indian merchants, the price of opium 
did not enable them to realize in full on such exporta- 
tion, with the result that this credit to India was being 
met gradually and therefore was partly extended over 
into the succeeding year. It is believed also that the 
Exchange banks in India strengthened their balances 
during this year. Furthermore, it is probable that the 
imports of capital into India in the form of mill ma- 
chinery, railway rolling stock, and the like, were larger 
than usual, or else (and this would have the same effect) 
that some portion of the profits of existing companies 
were retained in India for the same purpose. 

1 Report for 1913-14 of the Controller of Currency for India, p. 52. 

2 The balance for 1913-14 is minus £6,000,000. 
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The degree to which India has been dependent in the 
past on foreign capital for her productive enterprises can 
scarcely be exaggerated. The total capital outlay on 
railways to the end of the fiscal year 1913-14 was £369,- 
265,000 (about $1 ,845,000,000) .* On irrigation projects, 
the other chief branch of public works, the capital 
expenditure to the end of the year 1912-13 amounted to 
£43,442,253 (about $217,000,000) . 2 The United King- 
dom owns and subscribes the great bulk of the foreign 
issues of Indian securities. That this is so may be 
inferred from a condensed statement of the debt of 
India. The total debt is classified in the accounts as 
(1) Public Works Debt and (2) Ordinary Debt. The 
amount entered as belonging to the former category is 
the equivalent of the capital expenditure which has been 
incurred by the State on public works together with the 
amount advanced to railway companies for disburse- 
ment; the " Ordinary Debt " consists of the remainder. 
The classification of the debt outstanding on March 31 , 
1913, follows: 3 — 

(Figures denote £ millions) 

(a) Public Works Debt: — 

Debt for railways £211.8 

Debt for irrigation works 37.6 

For initial expenditure on new capital at Delhi 0.1 

Total of Public Works Debt £249.5 

(6) Ordinary debt (the balance) 24.9 

Total permanent debt, March 31, 1913 £274.4 

Of this total indebtedness, £179 millions was held in 
England, while the remainder, £95 millions, was held in 
India. 

1 Report for 1913-14 of Railway Department, vol. ii, p. 271. 

2 Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 77. 

3 Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 20. 
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That the relation between Indian exports and imports 
must be affected by the continued practice of borrowing 
abroad is obvious. In large measure the loans secured 
by India in England for railway development, irrigation, 
etc., have taken the form of imports into India of rail- 
way rolling stock and other equipment. In 1911-12 for 
example the capital outlay on railways, irrigation, etc., 
was £9,501,700, of which £5,082,700 was spent in 
England and £4,419,000 in India. The following table 
will further illustrate the past relationship existent 
between capital investments and imports of materials. 1 

Indian Railway Imports of 

Year Company Issues Railway Plant and Rolling Stock 

in London From United Kingdom From Elsewhere 

1907-08 £2,200,000 £4,656,597 £143,953 

1908-09 6,894,200 4,745,709 200,891 

1909-10 3,183,900 3,251,473 375,591 

1910-11 3,100,000 2,528,984 301,237 

Whereas the effect of borrowing capital abroad is to 
swell merchandise imports, as pointed out in the early 
part of this paper, the interest charges on such capital 
will tend, on the contrary, to augment the exports of the 
borrowing country. Therefore the customary excess of 
merchandise exports of India would lead one to expect 
to find a probable excess of " invisible " exports (such 
as interest charges, remittances, etc.) over imports of 
capital. An attempt is made to apply this principle to 
conditions within the quite typical year 1911-12. The 
amount of new capital loaned annually to India is in- 
cluded under two main heads, namely, that invested in 
public works and that loaned for purposes exclusive of 
such enterprises. The total capital expenditure on 
railways in India has not as yet exceeded £12,500,000 
in any one year nor has the amount expended on irriga- 

1 Report of Royal Commission on Indian Currency, vol. i (Cd. 7070), quoted by 
Hobson, The Export of Capital, p. 10. 
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tion surpassed £2,500,000 within any twelve month 
period. 1 A large portion of the joint outlay on public 
works does not involve foreign loans, inasmuch as a 
considerable part of the expense is met from income. 
The new capital loaned to India, for other than railway 
and irrigation purposes, has been estimated to have been 
on the average between £2,000,000 and £3,000,000 a 
year, during the past fifteen years. 2 It must be recalled 
that a large part of India's foreign loans enter the 
country in the form of railway and mill equipment and 
as such it is counted in merchandise imports. There- 
fore the amount of net capital flowing into India 
annually is much reduced. 

The average annual capital subscription in Great 
Britain, during the past fifteen years, for railways, less 
the value of imports of railway equipment, will repre- 
sent the net capital raised in England for Indian 
transportation facilities. For the period in question the 
average net capital for this purpose is estimated at a 
little less than £4,000,000 per year. 3 Applying the same 
correction in the case of loans for irrigation, industrial 
plants, etc., it may be asserted that the total net capital 
raised in England on account of India probably has not 
been on the average over £5,000,000 a year. 

That the total of outflowing interest charges is much 
larger is apparent from the following table of Home 
Charges of the Government of India. 4 

1 Statement of Moral and Material Progress and Condition of India for 1912-13, 
pp. 312-317. 

2 Report for 1913-14 of Controller of Currency for India, p. 53. 

' Ibid., p. 49. 

* Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 161. 
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Year 1911-1912 

Interest and management of debt, and payment 
of interest, etc., on account of railways and 

irrigation works £10,768,754 

Payments in connection with Civil Departments 

in India 233,672 

India Office (excluding pensions) 184,870 

Army and Marine effective charges 1,016,597 

Stores of all kinds charged against revenue .... 1,191,371 

Furlough allowances 988,853 

Non-effective charges (pensions and gratuities) . . 4,481,129 

Total £18,865,246 

Undoubtedly private remittances from India con- 
siderably swell this total. It may be shown that such 
payments amount roughly to about £6,000,000. In the 
first place, it has been estimated by Indian Exchange 
Banks that net private remittances from India amount 
to about £2,000,000 per year; there are also certain 
railway remittances which do not pass through the 
government account and which are believed to reach the 
figure of somewhat over £500,000; in this category also 
must be placed interest payable on foreign capital 
invested in industry and agriculture, which amounts to 
about £2,500,000 per annum. Certain minor factors, 
such as the payment to foreign shipping companies, may 
be assumed to account for an additional outflow of not 
less than £500,000. Therefore the total charges of this 
kind against India may be placed at about £25,000,000. 
From this must be deducted the average annual im- 
ports of net capital, which we have seen to be about 
£5,000,000. The resulting excess of " invisible " ex- 
ports (i. e., interest charges, etc., over and above the 
inflow of net capital) for the year 1911-12 is therefore 
estimated to have been £20,000,000 or over. 

It will be recalled from earlier figures that the net 
exports of merchandise, including treasure, for the year 
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1911-12 amounted to £27,223,901. In still another 
table it was shown that the net or " unexplained " 
balance (that is, the actual inflow of specie into India) 
for the same year equalled £3,100,000. Accordingly we 
have a remaining excess of merchandise exports of 
£24,000,000 to be accounted for by an excess of " in- 
visible " exports. The latter excess, in the present 
study, is computed at somewhat over £20,000,000. 
The disparity between these amounts is doubtless 
largely the outcome of over-conservative estimates 
where definite statistics are not available. 

With ever increasing investments of foreign capital in 
India and the accompanying growth of interest charges, 
a continuing and increasing excess of merchandise ex- 
ports will normally prevail. Indeed, during the past 
fifteen years this tendency already has begun to mani- 
fest itself, for exports have grown much more rapidly, 
in the main, than imports. 

The argument that the excess of merchandise exports 
of India represents an economic loss deserves but scant 
attention. The redundant merchandise exports are the 
logical result of India's excess of " invisible " exports. 
The latter excess in turn, as already mentioned, is to be 
attributed to heavy interest charges on foreign capital 
investments and to political expenses incident to the 
government of India. The investment of foreign capital 
has made possible for India the construction of 35,000 
miles of railways, thousands of miles of irrigation 
canals, and a striking industrial development. And yet 
the mercantilist critic of Indian affairs will argue that 
because interest charges must be paid to foreign inves- 
tors of capital, India is being unjustly exploited. 

The contention is the more obviously unfounded in 
view of the circumstances connected with the public 
debt of India. Of the permanent funded debt, the 
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" ordinary " debt alone imposes a burden on the Indian 
tax-payer, inasmuch as the interest on the public works 
debt is charged against the revenue from railways and 
irrigation works. Far from being a dead weight on the 
tax-payer, the railways and irrigation works ordinarily 
yield a revenue sufficient to meet not only their own 
interest charges, but also the remaining charge on ac- 
count of the ordinary debt. For many years, the 
amount of the ordinary (or unproductive) debt has, in 
spite of fluctuations, shown a continual diminution. At 
the same time, the productive, or public works, debt has 
been uniformly increased. The following table shows 
the distribution of the total permanent debt between 
the " Public Works " and " Ordinary " heads. 1 

(Figures denote £ millions) 

Ordinary Public Works 

(Unproductive) (Productive) 
Debt Debt 

Calendar Year 1862 £76.0 £2.4 

31st March, 1902 69.2 138.6 

31st March, 1907 37.9 196.6 

31st March, 1912 33.0 238.7 

In the opinion of Mr. S. M. Mitra, a careful Hindu 
student of Indian conditions, " the collective testi- 
mony of Indian statistics makes it impossible for any 
reasonable man to doubt that India is prospering, 
slowly but surely." 

II. Canada 

In Canada, conditions prevail which are in sharp 
contrast to those in India. The trade balance of the 
Dominion is marked by an excess of imports. And to 
heighten the contrast it may be noted that whereas the 

1 Statement of Moral and Material Progress and Condition of India for 1911-12, 
p. 162; also ibid, for 1901-02, p. 143. 
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Indian excess of exports has been growing more pro- 
nounced during the past two decades, in Canada, on the 
other hand, there has been a general increase in the 
excess of imports during the same period. And yet, 
despite the excess of merchandise imports which in 
recent years has prevailed in Canada, merchandise 
exports must, in the course of time, come to surpass 
imports. This readjustment in the trade balance is 
likely to be effected, not through any decline in the 
volume of inflowing capital, but because of Canada's 
accumulating interest charges from the very increase 
in the volume of foreign investments. The interest 
payments of Canada on earlier investments to other 
countries will eventually surpass in volume the new 
foreign capital invested annually. 

That Canada has been an increasingly attractive 
field for foreign investors is familiar. At the end of the 
year 1910, it was stated by Sir George Paish that British 
capital had been invested in Canada to the extent of 
$1,800,000,000.! In March, 1915, the opinion was 
unofficially expressed by Sir Edmund Walker, President 
of the Canadian Bank of Commerce, that British in- 
vestments in Canada probably amounted to not less 
than $2,750,000,000. 2 It must be added, however, that 
Sir Edmund Walker included in this total the indebted- 
ness of Canada to the continent of Europe, inasmuch as 
continental investing in the Dominion has been carried 
out chiefly through London. Such investments of the 
countries of the continent, however, amounted in 1913 
to not over $175,000,000. 3 After making the proper 
adjustment on account of this item, it will be noted that 

1 Paper read before Royal Statistical Society in London in December, 1910. 

2 This statement was contained in a communication from Sir Edmund Walker to 
the writer. 

Field, Capital Investments in Canada, pp. 67, 73. 
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during the three years, 1910-13, British investments in 
Canada increased about $775,000,000, or nearly 45 
per cent. An even greater rate of increase is to be noted 
in the flow of American capital into Canadian channels. 
Whereas the approximate volume of United States 
investments in Canada amounted in 1909, to $279,000,- 
000, the estimate for 1913 was $637,000,000.! This 
represents an increase of about 127 per cent during the 
four years. 

It is probable that during the three years immediately 
preceding the outbreak of the European war Canadian 
borrowings of foreign capital averaged well over $300,- 
000,000 per annum. And in 1913, in the course of an 
address in Toronto, Sir George Paish predicted that 
within fifteen years new or further British investments 
amounting to $2,500,000,000 would be made in Canada. 
The present war obviously will obstruct the fulfilment 
of this prediction. 

Canada may be likened to a young man, energetic, 
ambitious, and in possession of an extremely valuable 
but unimproved estate, for the improvement of which 
much capital is needed. To complete the analogy we 
must picture a parent willing to lend all the capital 
necessary for the development of the estate. During 
the period of construction the young man has been tak- 
ing care of the interest charges on his indebtedness 
readily enough through the contraction of new loans. 
Obviously our young man cannot permanently over- 
look the fundamental consideration that his construc- 
tion expenditures must be justified in the end through 
an increased production of wealth proportional to the 
investments. That is, he must provide eventually for 
foreign debt charges from current income and not as 
heretofore from capital account. 

1 Field, Capital Investments in Canada, p. 25. 
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Even before the outbreak of the European war 
emphasized the necessity of an economic readjustment 
in Canada, a halt had been called in the almost head- 
long construction of railways and other capitalistic 
plant. Indeed this transition began several years before 
August, 1914. A well-timed hint from certain promi- 
nent English investment houses in the summer of 1909, 
was taken to heart by Canadians. These British 
banking firms, interested in Canadian enterprises, 
agreed not to undertake any new Dominion flotations 
for several months. During that time the flow of Brit- 
ish capital to Canada through its principal channel, 
practically ceased. " The cause of the financiers' 
decision," declares Mr. F. W. Field, " was undoubtedly 
the unusually heavy borrowing by Canada, its tendency 
to exceed due bounds, and the attempt to market a few 
worthless securities among a large number of good 
ones." 1 Enjoying for so long a time an almost un- 
limited credit in Great Britain, it was quite natural for 
Cariada to invest heavily, oftentimes blindly, in develop- 
ment works. So rapidly has this taken place that 
Canada, notwithstanding a population of less than 
9,000,000, has today three transcontinental lines. She 
enjoys the distinction of having more railroad mileage 
per capita than any other country in the world. The 
reciprocal fact is obvious that this is a questionable 
distinction, since Canada therefore must have fewer 
people per mile than any other country. Railroad 
construction clearly has been carried to a point far in 
advance of present requirements. Indeed it is main- 
tained that general railroad construction in Canada has 
been carried five to ten years ahead of immediate 
demands. The total mileage increased from 17,657 in 
1900 to 29,304 in 1913, or nearly 65 per cent. During 

1 Field, Capital Investments in Canada, p 168 
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the same period, the capital liability of railways in- 
creased from $784,042,799 to $1,531,830,692, * or sub- 
stantially 100 per cent. Meanwhile, however, the 
population of the country increased only about 43 
per cent. The rapidity of development of railroads has 
its counterpart in the industrial field and in the expan- 
sion of building throughout the country. 

Feeling that construction enterprises had outstripped 
the population demands, many realized that it was time 
to demonstrate by increased production the wisdom of 
previous years of building. The tightening of the 
European money markets, owing to the Balkan crisis, 
and the difficulty of obtaining the usual supply of capital 
from Great Britain on normal terms, doubtless brought 
about the readjustment earlier than would otherwise 
have been the case. Among the various evidences of 
reduced activity during the year 1913 may be noted a 
distinct contraction, particularly in the west, in the 
volume of building permits, a decline in bank clearings, 
and an increase in the number of commercial failures. 

While engaged in the enforced but thoroly wholesome 
process of economic readjustment, Canada suddenly 
found her task greatly complicated by the outbreak of 
the war. Owing to the unprecedented demand on the 
world's capital, due to the war, Canada's financial 
embarrassment increased. Despite the hardships en- 
tailed upon those directly dependent on the active 
prosecution of the program of national construction, 
for the country as a whole the war may prove after all 
only a mitigated evil. It has hastened the economic 
transition, and it undoubtedly will aid in differentiating 
between the essentially sound investment enterprises 
and those based on uneconomic foundations. 

» The Canada Year Book, 1913, p. 444. 
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In computing Canada's balance of international 
debits and credits the items to receive first attention 
are the " visible " (i. e., merchandise and bullion) 
exports and imports. In the following table these are 
tabulated for a series of fiscal years. 1 

(Figures denote $ millions) 

1911 1912 1913 1914 
Imports: 

Merchandise .... $462.0 $533.3 $686.6 $635.5 

Bullion 10.2 26.0 5.4 15.2 

Total $472.2 $559.3 $692.0 $650.7 

Exports: 

Merchandise .... $290.0 $307.7 $377.1 $455.4 

Bullion 7.2 7.6 16.1 23.6 

Total $297.2 $315.3 $393.2 $479.0 

Net Excess of Im- 
ports (merchandise 
and bullion) $175.0 $244.0 $298.8 $171.7 

For the three years ending March, 1913, the average 
annual excess of imports was $239,000,000. Let us 
note the " invisible " items of Canada's balance sheet 
in order to show the corresponding excess of " invisible " 
imports over exports. Naturally such an excess would 
be expected to offset approximately the excess of mer- 
chandise imports. 

Among the " invisible " items, the most important 
are the flow into the country of borrowed foreign capital 
and the outflow of interest and dividend charges to the 
owners of such capital. It will be recalled that in the 
opinion of Sir Edmund Walker, the total of British and 
other European investments in Canada is approximately 
$2,750,000,000. From the investigations of the editor of 
the Monetary Times, it appears that the estimated total 

1 Report of Department of Trade and Commerce, 1912, pt. 1, pp. 28-37. Canada 
Year Book, 1913, pp. 228, 232, 233. 
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investments of the United States in Canada, in 1913, 
amounted to $636,903,952. 1 If we accept the figure 
$3,400,000,000 as representing, within a slight margin of 
error, the total of Canadian indebtedness abroad, it 
will be possible to estimate with reasonable approxima- 
tion the annual interest charges. Accepting 4| per 
cent as the average interest rate, 2 Canada's interest 
payments abroad during 1913 amounted to about 
$148,000,000. This amount, however, must be some- 
what diminished by reason of the fact that we are 
seeking the average for the period. Obviously the annual 
interest payments during the earlier years were less 
than the figure noted, owing to the subsequent swelling 
of the total investments within the country. Making 
adequate adjustment to meet this fact, there remain as 
the average annual interest charges during the years 
1911-13 approximately $125,000,000. It has already 
been mentioned that during the years immediately 
before the outbreak of the war, Canadian borrowings of 
foreign capital probably averaged well over $300,000,- 
000 per year. Therefore during that period it would 
seem that Canada was receiving annually a net inflow 
of capital, from the two items under consideration, of 
about $175,000,000. 

Another " invisible " item in Canada's balance sheet 
is the capital carried into the country by American 
farmers emigrating into the Canadian west. In his 
Budget Speech of May 12, 1913, the Honorable W. T. 
White, the Minister of Finance, estimated that this 
class of immigrants took with them into Canada capital 
to the extent of $1000 per capita. The average annual 
number of immigrant arrivals from the United States 

1 Field, Capital Investments in Canada, p 25 

2 This rate was advanced by Sir Edmund Walker, in his communication to the 
writer, as a fair basis for calculation 
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during the three years from 1911 to 1913 was 131,00c). 1 
If the estimate of Mr. White be accepted, account must 
be taken of this " invisible " import of $131,000,000 per 
annum during the selected period. From this amount, 
however, a deduction must be made for the " effects and 
cash " of emigrants from Canada, most of whom enter 
the United States. During the three years 1911-13, the 
average annual number of immigrant arrivals in the 
United States from Canada was 62,790. 2 There is also a 
considerable return movement back into the United 
States on the part of American citizens who have emi- 
grated to Canada. During the two years ending June 
30, 1911, this back-flow of Americans from Canada was 
equal, numerically, to one-third of the outward move- 
ment. 3 If this ratio be adopted as approximately appli- 
cable during the period under consideration, the number 
of American emigrants returning from Canada averaged 
about 43,000 per year. The total arrivals therefore in 
the United States from Canada during these years 
averaged 105,000. The fact should be borne in mind 
that the typical Canadian emigrant seeking a home in 
the United States, is a man possessing little beyond 
ambition, and that the American returning from a brief 
sojourn in Canada is normally one who has been dis- 
appointed in his search for better conditions. Accord- 
ingly the estimate that these two classes of arrivals in 
the United States bring with them capital not exceeding 
$500 per head will probably be deemed liberal. Pro- 
ceeding on this assumption, the total capital carried 
annually from Canada into the United States by Cana- 
dian emigrants and American settlers returning from the 
Dominion may be estimated to average about $50,000,- 
000. On account, therefore, of the immigration and 

1 Canada Year Book, 1913, p 105 

2 Statistical Abstract of the United States, 1913, p 96 

8 Husband, American Economic Review, Supplement, March, 1912, p 84 
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emigration movements between the two countries, there 
is a resultant net " invisible " import of about $80,000,- 
000 per year into Canada. It must be admitted that 
this is, in a degree, a conjectural estimate. 

An " invisible " item which, because of insufficient 
data, must be approached with caution is that of private 
remittances both into and out of Canada. During the 
three fiscal years 1911-13 the value of money orders 
issued in Canada and payable in other countries 
averaged annually somewhat over $32,000,000; whereas 
the value of money orders issued in other countries and 
payable in Canada, during the same period, averaged 
each year $8,700,000. 1 From these items accordingly 
we find an average net outflow from Canada of $24,000,- 
000. There is no available information, however, which 
shows what proportion of these orders is represented by 
business and private remittances, nor is it at all certain 
that all private remittances flowed through this channel. 

There are other " invisible " items sufficiently im- 
portant to merit notice. Canada is obliged each year to 
meet considerable charges on account of the carriage in 
foreign ships of much of her over-seas trade. On the 
other hand, the annual earnings of the Canadian mer- 
chant marine represent an inflow of some importance. 
Again, Canada each year serves as a vacation land for 
thousands of tourists whose various expenditures may 
be regarded as a not unimportant " invisible " import. 
Naturally there is also a corresponding export in the 
expenditures by Canadians in the United States and 
Europe. 

Unfortunately, however, so far as it can be dis- 
covered, 2 there are no published statistics nor even 

' Canada Year Book, 1913, p 493 

2 The following authorities were unanimous m declaring the total absence of statisti- 
cal data concerning these items, the Editor of The Monetary Times (Toronto), the 
Census and Statistics Office (Ottawa), the Canadian Department of Trade and Com- 
merce, and the Department of Marine and Fisheries. 
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official approximate estimates pertaining to the " in- 
visible " imports and exports referred to above. Ac- 
cordingly the attempt to handle such items must be 
based in considerable degree on reasonably sane 
guess-work. 

For the purpose of the present inquiry the following 
compromise plan will perhaps be deemed reasonable. 
It is probably true in respect to the shipping items that 
the annual charges which Canada is called upon to 
meet, for services rendered by foreign shipping interests, 
are in excess of that portion of the annual earnings of 
Canadian ships derived from the carriage of goods of 
foreign countries. At the same time, it is doubtless true 
that the expenditures of tourists and other visitors 
annually in Canada surpass in volume the outflow of 
capital on account of the expenditures of Canadians in 
other countries. Accordingly we may offset the former 
balance against Canada, on account of shipping charges, 
by the latter balance in favor of Canada. This adjust- 
ment probably involves a not unduly large margin of 
error. 

The results may be epitomized in the tabular form 
on page 790. 

The resultant total net (" unexplained ") balance of 
$8,000,000 is to be attributed to the margin of error 
admittedly present in the calculation in respect to the 
shipping and tourist items. 

Canada owes much to the British investor, if only 
because he has almost entirely financed its extensive 
railway system. 1 In contrast to the experience of India, 
however, Canada, despite its heavy borrowings in 
London on account of railways, does not import its 
railway materials to any large extent from the United 
Kingdom. Canada, having developed an important 

1 Field, Capital Investments in Canada, p 118 
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Approximate Balance Sheet of Canada. Figures Represent 
Annual Averages tor the Period 1911 to 1913 

(Figures denote $ millions) 

Visible Exports and Imports: 
Exports and imports of merchandise, including bullion : 
Average excess of imports $239 

Average annual excess of " visible " imports $239 

Invisible Exports and Imports- 

New capital imported and interest payments payable 
abroad: average net inflow $175 

Capital carried into Canada by immigrants and out by 
emigrants: average net inflow . 80 

Payments effected through the issuance of money 
orders: average net outflow ... . . 24 

Payments on account of ocean freights and earnings of 
Canadian ships; expenditures in Canada by tour- 
ists, etc., and abroad by Canadians: estimated to 
balance. 

Average annual net inflow (i. e., " invisible " import) 231 

metallurgical industry, is able to supply in large meas- 
ure the rails, locomotives, and other equipment 
required for domestic use. The following figures indi- 
cate the relative unimportance of the Canadian market 
to the British producer of railroad materials. 1 



Year 


Canadian 

Railway Issues 

in London 


Imports of Iron and Steel Railway 
Bars and Rails into Canada. 
From United Kingdom Total 


1907. . 


. £2,020,100 


£46,311 


£373,573 


1908 


. 12,395,500 


17,459 


255,617 


1909 


8,060,500 


64,328 


159,496 


1910 


5,525,800 


58,944 


279,675 


1911 . 


19,608,200 


15,024 


179,197 



The trade statistics of Canada show that British 
shipments of other kinds of railroad materials and of 
general merchandise are equally insignificant compared 
with the amount obtained elsewhere. It is apparent 
upon examination of the merchandise import figures of 

1 Hobson, Export of Capital, p 14 
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Canada that England does not export goods to the 
Dominion equal in value to the capital supplied. The 
following table shows the total imports into Canada 
from the United Kingdom and the United States during 
a series of years, excluding coin and bullion. 1 

(Figures denote $ millions) 

Imports into Canada from. 
Rscal Year United Kingdom United States 

1910 $95.7 $233.0 

1911 110.6 284.3 

1912 117.2 342.2 

To facilitate a comparison of Canada's separate trade 
balances with the United Kingdom and the United 
States, statistics are presented in the following state- 
ment showing exports from the Dominion to the two 
countries, during the years 1910 to 1912, excluding coin 
and bullion: 2 — 

(Figures denote $ rmUwns) 

Exports from Canada into: 
Fiscal Year Umted Kingdom Umted States 

1910 $149.6 $110.6 

1911 137.0 112.2 

1912 151.8 113.0 

It will be noted from the above tables that Canada, 
during the period under consideration, exported goods 
to Great Britain in excess of goods imported from the 
same to the extent of an average of $40,000,000 per 
year. At the same time, the excess of Canadian im- 
ports from the United States over exports to that 
country showed an annual average value of about 
$175,000,000. These facts lend support to the common 
assertion that English loans to Canada help that 
country to finance its American trade. English capital 

1 Report of Department of Trade and Commerce, 1912, pt 1, pp. 28-31. 

2 Ibid , pp 32-35 
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therefore " passes to Canadians in the form of American 
goods." 1 

Aside from the influence of geographic proximity 
there is an important reason for the disparity in the 
importation into Canada of American and British goods. 
In the past, the great bulk of British investments have 
gone into government securities and railway and indus- 
trial bonds, comparatively little into industrial stocks, 
which carry the technical management. American 
capital on the other hand has entered Canada chiefly as 
branch factories and other outright industrial invest- 
ments. 2 This question is discussed in the report of a 
former British Trade Commissioner in Canada. " The 
purchase of government securities and municipal 
bonds," he declared, " and even of the bonds and shares 
of the great Canadian railroads — the forms which 
British investment has hitherto principally taken — 
operates less directly and immediately to stimulate 
trade than the investment of capital in varying amounts 
over a wide range of industrial concerns, together with 
the establishment of branch factories and agencies of 
all sorts, which has been characteristic of the form of 
American interest in the development of Canada." 3 

On account of the great increase in the rate of flow of 
British and American capital into Canada during the 
past decade, Canadian imports have grown at a faster 
rate than exports, as the following statement will 
show: 4 — 

1 Bonar, Proceedings of the Canadian Political Science Association, 1913, p 85 

2 Wickett, Annals of American Academy, vol xlv, pp 40, 41 

3 Quoted in Field, Capital Investments in Canada, p 192 
* Canada Year Book, 1913, p 228 
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{Figures 


denote $ millions) 






Years 


Total Exports 


Total Imports 


Ratio of Exports to Imports 


1901 


$196 5 


$190 4 




103 19 per cent 


1902 


211.6 


212 3 




99.70 


tt 


1903 . 


225.8 


241.2 




93.63 


tt 


1904 


. . 213.5 


259.2 




82.37 


u 


1911 


297.2 


472.2 




62.93 


tt 


1912 


315.3 


559.3 




56.38 


tt 


1913 


393.2 


692.0 




56.83 


it 


1914 


479.0 


650.7 




73.60 


tt 



This situation, however, cannot persist indefinitely. 
In the not distant future the present disparity in value 
between exports and imports must shrink, then dis- 
appear, and later be followed by an excess of exports. 
For an indefinitely long period thereafter the Canadian 
trade balance will be marked by such an excess of 
exports. This expected change in the balance of 
Canada, similar to that which occurred in the United 
States trade balance about 1873, may ultimately give 
way, in turn, to a further readjustment of exports and 
imports. As pointed out in the early part of this paper, 
the United States may, in time, find that the volume of 
her " net " interest and dividend receipts will reach and 
surpass her annual new " net " lendings. This new 
relation will then be reflected in her merchandise 
balance. Altho as yet there are substantially no 
Canadian investments abroad, it is not inconceivable 
that here too the experience of the United States may 
in the end be repeated in Canada. But speculation of 
this sort goes far beyond anything indicated in the 
present situation. 

Theodore H. Boggs. 

Dartmouth College. 



